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DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT 

Office  of  Assistant  Secretary  for 
Housing 

Federal  Housing  Commissioner 

24  CFR  Part  241 
[Docket  No.  R-80-801] 

Petroleum  and  Natural  Gas 
Conservation;  Supplementary 
Financing  for  insured  Project 
Mortgages 

agency:  Department  of  Housing  and 
Urban  Development. 

ACTION!  Final  rule. _ 

summary:  This  final  rule  amends  Part 
241  to  make  it  clear  that  supplemental 
loans  may  be  insured  imder  Section  241 
for  the  purpose  of  purchasing  and 
installing  energy-related  improvements 
for  projects  having  mortgages  which  are 
presently  insured  under  another  section 
of  the  National  Housing  AcL  or  which 
are  presently  held  by  the  Secretary.  This 
rule  also  adds  two  new  subparts  to 
allow  Section  241  loans  in  connection 
with  projects  which  are  not  insured 
under  the  National  Housing  Act  or  held 
by  the  Secretary,  where  such  loans  are 
to  be  used  for  the  purchase  and 
installation  of  energy  conserving 
improvements,  solar  energy  systems, 
and/or  individual  utility  meters. 
EFFECTIVE  DATE:  September  29, 1980. 
SUPPLEMENTARY  INFORMATION:  On  May 
7, 1980,  the  Department  published  in  the 
Federal  Register  (45  FR  30352),  a 
proposed  rule  to  amend  24  Part  241 
to  make  it  clear  that  supplemental  loans 
may  be  insured  under  Section  241  for  the 
purpose  of  purchasing  and  installing 
energy-related  improvements  for 
projects  having  mortgages  which  are 
presently  insured  under  another  section 
of  the  National  Housing  Act  or  which 
are  presently  held  by  the  Secretary.  The 
rule  would  also  add  two  new  eubparts 
to  allow  supplemental  loans  to  be 
insured  under  Section  241  in  connection 
with  projects  which  are  not  insured 
under  the  National  Housing  Act  or  held 
by  the  Secretary  where  such  loans  are  to 
be  used  for  the  purchase  and 
installation  of  energy  conserving 
improvements,  solar  energy  systems, 
and/or  individual  utility  meters. 

Comments  from  three  parties  were 
received  in  response  to  this  publication. 
The  most  extensive  comments  were 
received  from  the  State  of  New  York 
Division  of  Housing  and  Community 
Renewal  and  several  of  those  comments 
have  been  accepted.  The  most 
significant  changes  to  the  regulation  as 


well  as  significant  comments  not 
accepted  are  described  below. 

(1)  Section  241.500(a)  is  being 
amended  to  make  it  clear  that  State 
Agencies  are  eligible  approved  lenders. 

(2)  Since  bond  resolutions  often 
contain  a  provision  prohibiting  the 
creation  of  further  liens  against  the 
project,  most  bond-financed  projects 
would  not  be  eligible  for  insured 
supplemental  loans  under  Section  241. 
Therefore,  §  241.555  has  been  amended 
to  provide  that  other  security  may  be 
offered  and  accepted  by  the  Secretary  in 
bond-financed  projects  where  the  bond 
resolution  contains  a  prohibition  against 
the  creation  of  additional  liens. 

(3)  It  was  suggested  that  §  241.565(a) 
be  amended  to  permit  the  modification 
of  existing  debt  service  requirements. 

The  suggestion  was  not  accepted 
because  it  could  result  in  the 
Department's  insuring  unsound  loans, 
e.g.,  the  mortgagee  could  defer  principal 
payments  in  order  to  support  a  higher 
mortgage  amount. 

(4)  It  was  suggested  that  this  rule  be 
expanded  to  cover  all  programs,  e.g.. 
Community  Development  Block  Grant 
Program,  Urban  Development  Action 
Grant  Program.  312  Loan  Program,  etc. 
The  Department  has  evaluated  all  of  its 
programs  and  published  in  the  Federal 
Register  (45  FR  27784)  a  Notice  of 
proposed  actions  in  all  of  its  programs 
to  implement  energy  initiatives. 
Therefore,  the  applicability  of  this 
regulation  need  not  be  expanded. 

Additionally,  a  suggestion  was  made 
that  these  regulations  be  further 
amended  to  identify  and  clearly 
articulate  sanctions  and  penalties  that 
will  be  imposed  upon  recipients  of 
Federal  assistance  for  failure  to  comply 
with  the  new  energy  related 
requirements.  In  response  to  this 
suggestion,  we  point  out  that  such  an 
amendment  is  not  necessary.  Under 
these  regulations  mortgagors  (recipients 
of  Federal  assistance)  do  not  receive 
payment  for  the  energy  concerning 
improvements  until  the  work  is 
completed.  Insurance  is  made  available 
either  through  insurance  of  advances  or 
insurance  upon  completion.  In  the 
former  case,  HUD  approves  the  advance 
of  mortgage  proceeds  in  stages  after  the 
work  is  completed.  That  is,  HUD  permits 
the  mortgagor  to  request  payments 
generally  monthly  for  work  completed. 
HUD  will  inspect  the  work  to  determine 
that  it  has  been  acceptably  completed 
prior  to  approving  any  payment.  In  the 
latter  case,  the  mortgagor  completes  all 
of  the  improvements  and  authorizes 
payment.  In  this  case,  no  payment  is 
made  as  wqrk  progresses. 

This  rule  is  listed  as  item  number  H- 
23-79  in  the  Department’s  semiannual 


agenda  of  signficant  rules,  published 
pursuant  to  Executive  Order  12044. 

Accordingly,  Part  241,  is  amended  as 
follows: 

1.  Section  241.1  is  amended  by  adding 
paragraphs  (k)  and  (1) 

§  241.1  Definition. 

*  *  *  *  * 

(k)  “Energy  conserving 
improvements”  means  the  purchase  and 
installation  of  weatherization  materials 
as  defined  in  Section  6862(9)  of  Title  42. 
Specifically,  the  term  “weatherization 
materials”  means: 

(l)  Caulking  and  weatherstripping  of 
doors  and  windows; 

(2)  Furnace  efficiency  modifications 
limited  to— 

(i)  Replacement  burners  designed  to 
substantially  increase  the  energy 
efficiency  of  the  heating  system, 

(ii)  Devices  for  modifying  flue 
openings  which  will  increase  the  energy 
efficiency  of  the  heating  system,  and 

(iii)  Electrical  or  mechanical  furnace 
ignition  systems  which  replace  standing 
gas  pilot  lights; 

(3)  Clock  thermostats; 

(4)  Ceiling,  attic,  wall,  floor,  and  duct 
insulation; 

(5)  Water  heater  insulation; 

(6)  Storm  windows  and  doors, 
multiglazed  windows  and  doors,  heat¬ 
absorbing  or  heat-reflective  windows; 

(7)  Such  other  insulating  or  energy 
conserving  devices  or  technologies  as 
the  Secretary  of  Energy  may  determine, 
by  rule,  after  consulting  with  the 
Secretary  of  Housing  and  Urban 
Development,  the  Secretary  of 
Agriculture,  and  the  Director  of  the 
Community  Services  Administration. 

For  the  purposes  of  this  Subpart, 

“energy  conserving  improvements”  shall 
also  include  the  purchase  and 
installation  of  solar  energy  systems 
and/or  individual  utility  meters  if  such 
meters  are  purchased  or  installed  in 
connection  with  other  energy  conserving 
improvements  or  with  a  solar  energy 
system  or  the  project  meets  minimum 
standards  of  energy  conservation 
established  by  the  Secretary. 

(1)  “Solar  energy  system”  means  any 
addition,  alteration,  or  improvement  to 
an  existing  or  new  multifamily  structure 
which  is  designed  to  utilize  wind  energy 
or  solar  energy  either  of  the  active  type 
based  on  mechanically  forced  energy 
transfer  or  the  passive  type  based  on  the 
convective,  conductive,  or  radiant 
energy  transfer  or  some  combination  of 
these  types  to  reduce  the  energy 
requirements  of  that  structure  from  other 
energy  sources,  and  which  is  in 
conformity  with  such  criteria  and 
standards  as  shall  be  prescribed  by  the 
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Secretary  in  consultation  with  the 
Secretary  of  Energy. 

2.  Section  241.125  is  amended  to  read 
as  follows: 

§  241.125  Use  of  loan  proceeds. 

The  proceeds  of  the  loan  shall  be  used 
only  to  Hnance  improvements  or 
additions  including  energy  conserving 
improvements,  solar  energy  systems  and 
individual  utility  meters  Uiat  are  in 
conformity  with  standards  prescribed  by 
the  Secretary,  for  a  multifamily  project, 
nursing  home,  intermediate  care  facility, 
group  practice  facility  or  hospital  which 
is  subject  to  a  mortgage  insured  under 
any  Section  or  Title  of  the  Act  or 
covered  by  a  mortgage  held  by  the 
Secretary.  Use  of  loan  proceeds  for 
purchase  and  installation  of  individual 
utility  meters  is  subject  to  the  purchase 
and  installation  of  energy  conserving 
improvements  as  defined  in  §  241.1(k). 
The  proceeds  of  a  loan  involving  a 
nursing  home,  intermediate  care  facility, 
group  practice  facility  or  hospital  may 
also  be  used  to  purchase  equipment  to 
be  used  in  the  operation  of  such  nursing 
home,  intermediate  care  facility,  group 
practice  facility  or  hospital. 

3.  New  Subparts  C  and  D  are  added 
after  §  241.275,  as  follows; 

Subpart  C — Eligibility  Requirements— 
Supplemental  Loans  to  Finance  Purchase 
and  Installation  of  Energy  Conserving 
Improvements,  Solar  Energy  Systems,  and 
Individual  Utility  Meters  In  Multifamily 
Projects  Without  a  HUD-lnsured  or  HUD* 
Held  Mortgage 

Sec. 

241.500  Definitions. 

Fees  and  Charges 

241.505  Application  and  commitment  fees. 
241.510  Commitments. 

241.515  Inspection  fee. 

241.520  Fees  on  increases. 

241.525  Refund  of  fees. 

241.530  Maximum  fees  and  charges  by 
lender. 

Eligible  Security  Instruments 

241.535  Loan  multiples-minimum  principal. 
241.540  Method  of  loan  payment  and 
amortization  period. 

241.545  Covenant  against  liens. 

241.550  Accumulation  of  next  premium. 
241.555  Security  instrument  and  lien. 

241.560  Maximum  interest  rate. 

241.565  Maximum  loan  amount. 

241.570  Insurance  endorsement. 

241.580  Application  of  payments. 

241.585  Prepayment  privileges  and 
prepayment  charge. 

Property  Requirements 
241.590  Eligibility  of  property. 

Title 

241.595  Eligibility  of  title. 

241.600  Title  evidence. 


Form  of  Contract 

241.605  Contract  requirements. 

241.610  Assurance  of  completion. 

241.615  Certificate  of  cost  requirements. 

Eligible  Borrowers 
241.625  Eligible  borrowers. 

Special  Requirements 

241.630  Maximum  insurance  against  loss. 
241.635  Discrimination  prohibited. 

241.645  Labor  standards  and  prevailing 
wage  requirements. 

Subpart  D— Contract  Rights  and 
Obligations— Multifamily  Projects  Without  a 
HUDHnsured  or  HUD-Held  Mortgage 

241.800  Definitions. 

Premiums 

241.805  Insurance  premiums. 

241.805a  Mortgagee’s  late  charge. 

241.815  Termination  of  insurance. 

241.825  Pro  rata  refund  of  insurance 
premium. 

Rights  and  Duties  of  Lender  Under  the 
Contract  of  Insurance 
241.830  Definition  of  default. 

241.840  Date  of  default. 

241.850  Notice  of  default. 

241.860  Commissioner's  right  to  require 
acceleration. 

241.865  Election  by  the  lender. 

241.875  Maximum  claim  period. 

241.880  Items  to  be  delivered  on  submitting 
claim. 

241.885  Insurance  benefits. 

241.890  Characteristics  of  debentures. 
241.893  Cash  adjustment. 

Assignments 

241.895  Assigtunent  of  insured  loans. 
Extension  of  Time 

241.897  Actions  to  be  taken  by  lender. 

Rights  in  Housing  Fund 
241.900  No  vested  right  in  fund. 

241.905  Effect  of  amendments. 

Authority:  Sec.  311(b),  Pub.  L  95-557;  Sec. 
247,  Pub.  L  95-619;  sec.  211,  National  Housing 
Act,  as  amended  (12  U.S.C  1715b). 

Subpart  C— Eligibility  Requirements— 
Supplemental  Loans  to  Finance 
Purchase  and  Installation  of  Energy 
Conserving  Improvements,  Solar 
Energy  Systems,  and  Individual  Utility 
Meters  in  Multifamily  Projects  Without 
a  HUD<lnsured  or  HUD-Held  Mortgage 

§241.500  Definitions. 

In  addition  to  the  definitions 
contained  in  Subpart  A  of  this  part, 
incorporated  herein  by  reference,  except 
§  241.1(f),  (h)  and  (i),  the  following 
terms,  as  used  in  §  241.500  et.  seq.,  shall 
have  the  meaning  indicated: 

(a)  "Approved  lender”  means  a 
financial  institution  or  other  mortgagee 
approved  by  the  Commissioner  as 
eligible  for  insurance  under  section  2  of 
the  National  Housing  Act,  or  a 
mortgagee  approved  under  section 


203(b)(1)  of  the  National  Housing  Act,  or 
a  state  housing  agency  approved 
pursuant  to  24  CFR  883.102. 

(b)  “Borrower”  means  the  owner  of  a 
project  held  in  fee  simple  or  of  a 
leasehold  interest  which  is  not  now 
covered  by  a  mortgage  insured  or  held 
by  the  Secretary. 

(c)  “Energy  saving  loan”  means  any 
form  of  secured  obligation  used  in 
connection  with  the  purchase  and 
installation  of  energy  conserving 
improvements. 

(d)  “Multifamily  project"  means  a 
project  which  consists  of  not  less  than 
five  dwelling  units  on  one  site,  each 
such  unit  providing  complete  living 
facilities  including  provisions  for 
cooking,  eating,  and  sanitation  within 
the  unit  and  which  is  not  now  covered 
by  a  mortgage  insured  or  held  by  the 
Secretary, 

Fees  and  Charges 

§  241.505  Application  and  commitment 
fees. 

(a)  Application.  An  application  for  the 
insurance  of  either  a  conditional  or  firm 
commitment  for  insurance  of  an  energy 
saving  loan  on  a  project  shall  be 
submitted  by  an  approved  lender  and  by 
the  sponsors  of  such  project  through  the 
local  HUD  office  on  an  approved  FHA 
form. 

(b)  Application  and  commitment 
fees — (1)  Application  for  conditional 
commitment.  An  application  fee  of  $1.50 
per  thousand  dollars  of  the  amount  of 
the  loan  applied  for  shall  accompany  the 
application  for  a  conditional 
commitment. 

(2)  Application  for  firm  commitment. 
An  application  for  a  firm  commitment 
shall  be  accompanied  by  the  payment  of 
an  application  fee  of  $1.50  per  thousand 
dollars  of  the  amount  of  the  loan  applied 
for.  if  such  fee  has  not  been  previously 
submitted.  A  commitment  fee,  in  an 
amount  which,  when  added  to  the 
application  fee,  will  aggregate  $3  per 
thousand  dollars  of  the  loan  applied  for. 
shall  also  be  submitted  with  the 
application  for  a  firm  commitment. 

§  241.510  Commitments. 

(a)  Conditional  commitment.  The 
issuance  of  a  conditional  commitment 
indicates  completion  of  the 
Commissioner’s  preliminary  analysis  of 
the  proposed  energy  conserving 
improvements  and  constitutes  an 
agreement  by  the  Commissioner,  subject 
to  specified  terms  and  conditions,  to 
accept  an  application  for  a  firm 
commitment. 

(b)  Firm  commitment.  The  issuance  of 
a  firm  commitment  indicates  the 
Commissioner’s  approval  of  the 
application  for  insurance  and  sets  forth 
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the  terms  and  conditions  upon  which  the 
loan  will  be  insured. 

(c)  Types  of  firm  commitment.  (1) 
Where  &e  amount  of  the  loan  is 
$250,000  or  more,  the  firm  commitment 
may  provide  for  the  insurance  of 
advances  of  loan  money  made  during 
construction  or  may  provide  for  the 
insurance  of  the  loan  after  completion  of 
the  improvements. 

(2)  Where  the  amount  of  the  loan  is 
less  than  $250,000,  the  firm  commitment 
shall  provide  for  insurance  of  the  loan 
after  completion  of  the  improvements. 

(d)  Term  of  commitment.  (1)  A 
conditional  commitment  shall  be 
effective  for  whatever  term  is  specified 
in  the  text  of  the  commitment,  normally 
60  days. 

(2)  A  firm  commitment  to  insure 
advances  shall  be  effective  for  a  period 
of  not  more  than  90  days  from  the  day  of 
issuance. 

(3)  A  firm  commitment  to  insure  upon 
completion  shall  be  effective  for  a 
designated  term  within  which  the 
borrower  is  required  to  begin 
construction,  and  if  construction  is 
begun  as  required,  the  commitment  shall 
be  effective  for  such  additional  period, 
estimated  by  the  Commissioner,  as  will 
allow  for  completion  of  construction. 

(4)  The  term  of  either  a  conditional  or 
firm  commitment  may  be  extended  in 
such  a  manner  as  the  Commissioner 
may  prescribe. 

(e)  Reopening  of  expired 
commitments.  An  expired  conditional  or 
firm  commitment  may  be  reopened  if  a 
request  for  reopening  is  received  by  the 
Commissioner  within  90  days  of  the 
expiration  of  the  commitment.  The 
reopening  request  shall  be  accompanied 
by  a  fee  of  50  cents  per  thousand  dollars 
of  the  amoimt  of  the  expired 
commitment.  If  the  reopening  request  is 
not  received  by  the  Conunissioner 
within  the  required  90  day  period,  a  new 
application,  accompanied  by  the 
required  application  and  commitment 
fee,  must  be  submitted. 

§  241.515  Inspection  fee. 

The  firm  commitment  may  provide  for 
the  payment  of  an  inspection  fee  in  an 
amount  not  to  exceed  $5  per  thousand 
dollars  of  the  commitment.  If  an 
inspection  fee  is  required,  it  shall  be 
paid  as  follows: 

(a)  If  the  case  involves  the  insurance 
of  advances,  it  shall  be  paid  at  the  time 
of  initial  endorsement. 

(b)  If  the  case  involves  insurance  upon 
completion,  it  shall  be  paid  prior  to  the 
date  construction  is  begun. 

§  24 1 .520  Fees  on  Increases. 

(a)  Increase  in  firm  commitment  prior 
to  endorsement.  An  application  filed 


prior  to  initial  endorsement  (or  prior  to 
endorsement  in  a  case  involving 
insurance  upon  completion),  for  an 
increase  in  the  amount  of  an  outstanding 
firm  commitment  shall  be  accompanied 
by  a  combined  additional  application 
and  commitment  fee.  This  combined 
additional  fee  shall  be  in  an  amount 
which  will  aggregate  $3  per  thousand 
dollars  of  the  amount  of  the  requested 
increase,  if  an  inspection  fee  was 
required  in  the  original  commitment,  an 
additional  inspection  fee  shall  be  paid  in 
an  amoimt  computed  at  the  same  dollar 
rate  per  thousand  dollars  of  the  amount 
of  increase  in  commitment  as  was  used 
for  the  ispection  fee  required  in  the 
original  commitment.  When  insurance  of 
advances  is  involved,  the  additional 
inspection  fee  shall  be  paid  at  time  of 
initial  endorsement.  When  insurance 
upon  completion  is  involved,  the 
additional  inspection  fee  shall  be  paid 
prior  to  the  date  construction  is  begun  or 
if  construction  has  begun,  it  shall  be 
paid  with  the  application  for  increase. 

(b)  Increase  in  loan  between  initial 
and  final  endorsement.  Upon  an 
application,  filed  between  initial  and 
final  endorsement,  for  an  increase  in  the 
amount  of  the  loan,  either  by 
amendment  or  by  substitution  of  a  new 
loan,  a  combined  additional  application 
and  commitment  fee  shall  accompany 
the  application.  This  combined 
additional  fee  shall  be  in  an  amount 
which  will  aggregate  $3  per  thousand 
dollars  of  the  amount  of  the  increase 
requested.  If  an  inspection  fee  was 
required  in  the  original  commitment,  an 
additional  inspection  fee  shall 
accompany  the  application  in  an  amoimt 
not  to  exceed  $5  per  thousand  dollars  of 
the  amount  of  the  increase  requested. 

§241.525  Refund  of  fees. 

If  the  amount  of  the  commitment 
issued  or  an  increase  in  loan  prior  to 
endorsement  is  less  than  the  amount 
applied  for,  the  Commissioner  shall 
refund  the  excess  amount  of  the 
application  and  commitment  fees 
submitted  by  the  applicant.  If  an 
application  is  rejected  before  it  is 
assigned  for  processing,  or  in  such  other 
instances  as  the  Commissioner  may 
determine,  the  entire  application  and 
commitment  fees  or  any  portion  thereof 
may  be  returned  to  the  applicant. 
Commitment,  inspection,  and  reopening 
fees  may  be  refunded,  in  whole  or  in 
part  if  it  is  determined  by  the 
Commissioner  that  the  installation  of 
energy  conserving  improvements  for  the 
project  has  been  prevented  because  of 
condemnation  proceedings  or  other  legal 
action  taken  by  a  governmental  body  or 
public  agency,  or  in  such  other  instances 
as  the  Commissioner  may  determine. 


§241.530  Maximum  fees  and  charges  by 
lender. 

The  lender  may  collect  from  the 
borrower  the  amount  of  the  fees 
provided  for  in  this  subpart.  The  lender 
may  also  collect  from  the  borrower  an 
initial  service  charge  in  an  amount  not 
to  exceed  2  percent  of  the  original 
principal  amount  of  the  loan  to 
reimburse  the  lender  for  the  cost  of 
originating  and  closing  the  transaction. 
Any  additional  charges  shall  be  subject 
to  the  prior  approval  of  the 
Commissioner. 

Eligible  Security  Instruments 

§  241.530  Note  and  security  form. 

The  lender  shall  present  for  insurance 
a  note  and  security  instrument,  on  forms 
approved  by  the  Commissioner  for  use 
in  the  jurisdiction  in  which  the  property 
to  be  improved  is  located. 

§  241.535  Loan  multiples— minimum 
principal. 

The  loan  shall  involve  a  principal 
obligation  in  multiples  of  $100,  and  the 
minimum  principal  obligation  shall  be 
$10,000. 

§  241.540  Method  of  loan  payment  and 
amortization  period. 

(a)  Monthly  payments.  The  loan  shall 
provide  for  monthly  payments  on  the 
first  day  of  each  month  on  account  of 
interest  and  principal  and  shall  provide 
for  payment  in  accordance  with  the 
amortization  plan  as  agreed  upon  by  the 
borrower,  the  lender  and  the 
Commissioner. 

(b)  Amortization  period.  (1)  The  loan 
shall  have  an  amortization  of  either  5, 

10,  or  15  years  by  providing  for  either  60. 
120,  or  180  monthly  amortization 
payments.  No  energy  saving  loan  shall 
have  an  amortization  period  in  excess  of 
15  years  unless  the  amount  of  the  loan 
exceeds  $50,000.00,  in  which  event  the 
amortization  period  may  be  increased  to 
20  years,  with  a  provision  for  240 
monthly  amortization  payments. 

(2)  In  any  event,  the  loan  shall  have  a 
maturity  satisfactory  to  the 
Commissioner  of  not  less  than  2  or  more 
than  20  years  from  the  date  of  the 
beginning  of  amortization,  or  the 
Commissioner’s  estimate  of  the 
remaining  economic  life  of  the  structure, 
whichever  is  the  lesser. 

(3)  The  Commissioner  shall  establish 
the  date  of  the  first  payment  to 
principal,  which  shall  be  no  later  than 
the  first  day  of  the  second  month 
following  the  date  of  final  endorsement 
(for  projects  involving  insurance  of 
advances)  or  endorsement  (for  projects 
involving  insurance  upon  completion)  of 
the  loan  for  insurance. 
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§  241.545  Covenant  against  liens. 

The  security  instrument  shall  contain 
a  covenant  against  the  creation  by  the 
borrower  of  additional  liens  against  the 
property  superior  or  inferior  to  the  lien 
of  such  instrument,  except  with  the  prior 
approval  of  the  Commissioner. 

§  24 1 .550  Accumulation  of  next  premium. 

The  security  instrument  shall  provide 
for  payments  by  the  borrower  to  the 
lender  on  each  interest  payment  date  of 
an  amount  sufficient  to  accumulate  in 
the  hands  of  the  lender  one  payment 
period  prior  to  its  due  date,  the  next 
annual  insurance  premium  payable  by 
the  lender  to  the  Commissioner. 

§  241.555  Security  Instrument  and  Hen. 

(a)  The  security  instrument  shall  cover 
the  entire  property  included  in  the 
project,  shall  be  a  lien  on  the  real 
property  of  the  project  under  the  laws  of 
the  jurisdiction  in  which  the  project  is 
located,  and  may  be  jimior  to  such  prior 
liens  or  mortgage  indebtedness  as  die 
Commissioner  may  approve.  The 
security  instrument  shall  contain  a 
provision  that  a  default  under  the  first 
mortgage  is  a  default  under  the 
supplementary  loan  security  instrument. 

(b)  For  bond-financed  projects  where 
the  bond  resolution  contains  a  provision 
prohibiting  the  creation  of  additional 
liens,  the  Commissioner  may  accept  at 
his/her  option: 

(1)  A  first  lien  on  another  property 
whose  fair  market  value  as  determined 
by  the  Commissioner  equals  or  exceeds 
the  amount  of  the  loan  insured  under 
this  part; 

(2)  A  Collateral  Account  in  an  amount 
not  less  than  the  amount  of  the  loan 
insured  under  this  part  funded  with  cash 
or  negotiable  bonds  or  securities  backed 
by  the  full  faith  and  credit  of  the  United 
States  Government;  or 

(3)  Other  security  acceptable  to  the 
Commissioner. 

§  241.560  Maximum  interest  rate. 

(a)  The  loan  shall  bear  interest  at  the 
rate  agreed  upon  by  the  lender  and  the 
borrower,  which  rate  shall  not  exceed 
the  maximiim  interest  rate  established 
by  the  Secretary  for  multifamily 
mortgages  and  in  effect  at  the  time  the 
mortgage  is  endorsed  for  insurance. 

(b)  Interest  shall  be  payable  in 
monthly  installments  on  the  principal 
amount  of  the  loan  outstanding  on  the 
due  date  of  each  installment. 

§  241.565  Maximum  loan  amount. 

The  principal  amount  of  the  loan  shall 
in  no  event  exceed  the  cost  of  the  energy 
conserving  improvements  including  the 
purchase  thereof,  cost  of  installation, 
architect’s  fees,  interest  during 


construction  and  such  other 
miscellaneous  fees  and  charges  incident 
to  construction  as  determined  by  the 
Commissioner.  Nor  shall  the  principal 
amount  of  the  loan  exceed  the  lesser  of 
the  following: 

(a)  An  amount  which  can  be 
supported  by  residual  income,  which  is 
the  amount  of  net  income  remaining 
after  payment  of  all  existing  debt 
service  requirements  and  deduction  of 
proprietary  earnings,  as  determined  by 
the  Commissioner.  The  computation  of 
net  income  shall  take  into  accoimt  the 
amount  which  will  be  saved  in  operating 
costs  over  the  period  of  repayment  of 
the  loan  as  a  result  of  the  installation  of 
the  energy  conserving  improvements. 

(b)  An  amount  which,  when  added  to 
the  existing  outstanding  indebtedness, 
does  not  exceed  the  Commissioner’s 
estimate  of  the  value  of  the  project  after 
the  energy  conserving  improvements  are 
installed. 

§  241.570  Insurance  endorsement 

(a)  Initial  endorsement.  The 
Commissioner  shall  indicate  his/her 
insurance  of  the  mortgage  by  endorsing 
the  original  credit  instrument  and 
identifying  the  section  of  the  Act  and  the 
regulations  imder  which  the  mortgage  is 
insured  and  the  date  of  insurance. 

(b)  Final  endorsement  When  all 
advances  of  mortgage  proceeds  have 
been  made  and  all  the  terms  and 
conditions  of  the  commitment  have  been 
complied  with  to  the  satisfaction  of  the 
Commissioner,  he/she  shall  indicate  on 
the  original  credit  instrument  the  total 
approved  for  insurance  and  again 
endorse  such  instrument. 

(c)  Effect  of  endorsement  From  the 
date  of  initial  endorsement,  the 
Commissioner  and  the  mortgagee  or 
lender  shall  be  bound  by  the  provisions 
of  this  subpart  to  the  same  extent  as  if 
they  had  executed  a  contract  including 
the  provisions  of  this  subpart  and  the 
applicable  sections  of  the  Act. 

(d)  Insurance  upon  completion.  When 
all  advances  of  mortgage  proceeds  have 
been  made  and  all  the  terms  and 
conditions  of  the  commitment  have  been 
complied  with  to  the  satisfaction  of  the 
Commissioner,  he/she  shall  indicate  the 
total  approved  for  insurance  and 
endorse  the  credit  instrument, 
identifying  the  date  of  insurance. 

§  241.580  Application  of  payments. 

(a)  The  security  instniment  shall 
provide  that  all  monthly  payments  to  be 
made  by  the  borrower  shall  be  added 
together  and  this  aggregate  amount  shall 
be  paid  by  the  borrower  upon  each 
monthly  payment  date  in  a  single 
payment.  The  lender  shall  apply  the 


payment  to  the  following  items  in  the 
order  set  forth:  , 

(1)  Premium  charges  under  the 
contract  of  insurance; 

(2)  Interest  on  the  loan; 

(3)  Amortization  of  the  principal  of  the 
loan. 

(b)  Any  deficiency  in  the  amount  of 
any  monthly  payments  required  under 
paragraph  (a)  of  this  section  shall 
constitute  an  event  of  default  and  the 
loan  shall  further  provide  for  a  grace 
period  of  30  days  within  which  time  the 
default  must  be  cured. 

§  241.585  Prepayment  privilage  and 
prepayment  charge. 

The  security  instrument  shall  contain 
a  provision  permitting  prepayment  of 
the  loan  in  whole  or  in  part  upon  any 
interest  payment  date  after  giving  to  the 
lender  30  days  advance  written  notice 
and  it  may  contain  a  provision,  with  the 
approval  of  the  Commissioner,  for  a 
reasonable  charge  in  the  event  of 
prepayment.  The  borrower  shall  be 
permitted  to  prepay  up  to  15  percent  of 
the  original  principal  amount  of  the  loan 
in  any  one  calendar  year  without  an 
additional  charge.  A  provision  for  a 
charge  in  the  event  of  prepayment  may 
not  be  included  in  a  loan  of  $200,000  or 
less. 

Property  Requirements 
§  241.590  Eligibility  of  property. 

(a)  A  loan  to  be  eligible  for  insurance 
shall  be  on  real  estate  held: 

(1)  In  fee  simple;  or 

(2)  On  the  interest  of  the  lessee  under 
a  lease  for  not  less  than  seventy-five 
years  which  is  renewable:  or 

(3)  Under  a  lease  having  a  period  of 
not  less  than  twenty-five  years  to  run 
fi'om  the  date  the  loan  is  executed. 

(b)  The  property  constituting  security 
for  the  loan  transaction  must  be  held  by 
an  eligible  borrower  as  herein  defined 
and  must  at  the  time  the  loan  is  insined 
be  fi:ee  and  clear  of  all  liens  other  than 
those  specifically  approved  by  the 
Commissioner. 

Tide 

§  241.595  Eligibility  of  title. 

In  order  for  the  property  which  is  to 
be  the  security  for  a  loan  to  be  insured 
under  this  subpart  to  be  eligible  for 
insurance,  the  Commissioner  shall 
determine  that  the  title  to  the  property  is 
vested  in  the  borrower  as  of  the  date  the 
security  instrument  is  filed  for  record. 
The  title  evidence  will  be  examined  by 
the  Commissioner  and  the  endorsement 
of  the  credit  Instrument  for  insurance 
shall  be  evidence  of  its  acceptability. 
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§241.600  Title  evidence. 

(a)  Upon  insurance  of  the  loan,  the 
lender  shall  furnish  to  the  Commissioner 
a  survey,  satisfactory  to  the 
Commissioner,  and  a  policy  of  title 
insurance  as  provided  in  paragraph 
(a)(1)  of  this  section.  If  the  lender  is 
unable  to  furnish  such  policy  for  reasons 
satisfactory  to  the  Commissioner,  the 
lender  shall  furnish  such  evidence  of 
title  as  provided  in  paragraph  (a)(2),  (3), 
or  (4)  of  this  section  as  the 
Commissioner  may  require.  Any  survey, 
policy  of  title  insurance,  or  evidence  of 
title  required  under  this  section  shall  be 
furnished  without  expense  to  the 
Commissioner.  The  acceptable  types  of 
title  evidence  are: 

(1)  A  policy  of  title  insurance  issued 
by  a  company  and  in  a  form  satisfactory 
to  the  Commissioner.  Such  policy  shall 
name  the  lender  and  the  Secretary  of 
Housing  and  Urban  Development,  as 
their  respective  interests  may  appear,  as 
the  insured;  and  shall  become  an 
owner's  policy  running  to  the  lender  as 
owner  upon  its  acquisition  of  the 
property  in  extinguishment  of  the  debt, 
and  to  the  Secretary  as  owner  upon  his/ 
her  acquisition  of  the  property  pursuant 
to  the  loan  insurance  contract 

(2)  An  abstract  of  title  satisfactory  to 
the  Commissioner,  prepared  by  an 
abstract  company  or  individual  engaged 
in  the  business  of  preparing  abstracts  of 
title,  accompanied  by  a  legal  opinion 
satisfactory  to  the  Commissioner,  as  to 
the  quality  of  such  title,  signed  by  an 
attorney  at  law  experienced  in  the 
examination  of  titles. 

(3)  A  Torrens  or  similar  title 
certificate. 

(4)  Evidence  of  title  conforming  to  the 
standards  of  a  supervising  branch  of  the 
Government  of  the  United  States  of 
America,  or  of  any  State  or  territory 
thereof. 

(b)  The  survey  required  by  paragraph 
(a)  of  this  section  need  not  be  furnished 
in  connection  with  a  project  where  the 
loan  does  not  exceed  $200,000. 

Form  of  Contract 

§  241.605  Contract  requirements. 

(a)  When  the  principal  amount  of  the 
loan  is  $100,000  or  less,  the  form  of 
contract  between  the  borrower  and  the 
contractor  shall  be  in  accordance  with 
the  following; 

(1)  The  contract  between  the  borrower 
and  the  general  contractor  may  be  in  the 
form  of  either  a  lump  sum  contract  or  a 
cost  plus  contract  Either  form  of 
contract  shall  include  the  cost  of  the 
energy  conserving  improvements,  their 
installation,  and  such  other  work  to  be 
performed  by  the  contractor  as 
necessary  to  meet  the  requirements  of 


the  Secretary.  A  lump  sum  contract  shall 
provide  for  Ae  payment  of  a  speciHed 
amount  A  cost  plus  contract  shall 
provide  for  the  payment  of  the 
contractor's  actual  cost  of  compliance 
with  the  requirements  of  the  contract, 
plus  such  allowances  for  overhead  and 
profit  as  may  be  approved  by  the 
Commissioner  and  shall  provide  that  the 
total  cost  under  the  contract  shall  not 
exceed  the  upset  price  as  approved  by 
the  Commissioner. 

(2)  If  agreed  to  by  the  general 
contractor  and  borrower,  a  lump  sum 
form  of  contract  between  the  borrower 
and  the  general  contractor  may  be  used 
unless  the  Commissioner  determines 
that  a  cost  plus  contract  with  a 
maximum  upset  price  is  necessary  to 
protect  the  interest  of  the  borrower  or 
the  Commissioner. 

(b)  When  the  principal  amount  of  the 
loan  is  over  $100,000,  the  form  of 
contract  between  the  borrower  and  the 
contractor  shall  be  in  accordance  with 
the  following: 

(1)  Lump  sum  contract.  If  the 
Commissioner  determines  that  there  is 
no  identity  of  interest  between  the 
borrower  or  any  of  the  o^icers,  directors 
or  stockholders  of  the  borrower  and  the 
contractor,  there  may  be  used  a  lump 
sum  contract  providing  for  payment  of 
the  specified  amount. 

(2)  Co^t  plus  fixed  fee  contract,  (i)  If 
the  Commissioner  determines  that  there 
is  any  identity  of  interest  (Hnancial  or 
otherwise)  between  the  borrower,  its 
officers,  directors  or  stockholders  and 
the  contractor,  the  form  of  contract  shall 
provide  for  payment  of  the  actual  cost  of 
construction  not  to  exceed  an  upset 
price  and  may  provide  for  payment  of  a 
hxed  fee  not  exceeding  a  reasonable 
allowance  as  established  by  the 
Commissioner  in  accordance  with 
customary  practices  in  the  area. 

(ii)  In  any  case  where  the  borrower  is 
a  nonprofit  entity,  a  cost  plus  Hxed  fee 
contract  shall  be  used  unless  it  is 
established  to  the  Commissioner’s 
satisfaction  that  such  form  of  contract  is 
not  required  to  protect  his/her  interests 
and  the  interests  of  the  borrower,  in 
which  case,  a  lump  sum  form  of  contract 
may  be  used. 

§  24 1 .6 1 0  Assurance  of  completion. 

(a)  The  borrower  shall  furnish 
assurance  of  completion  of  the  project  in 
the  following  minimum  forms  and 
amounts: 

(1)  Where  the  estimated  cost  of 
construction  of  the  improvements  is 
$500,000  or  less,  the  borrower  shall 
furnish  assurance  of  completion  of  the 
project  in  the  form  of  a  personal 
indemnity  agreement  executed  by  the 
principal  officers,  directors. 


stockholders,  or  partners  of  the  entity 
acting  as  general  contractor. 

(2)  Where  the  estimated  cost  of 
construction  of  the  improvements  is 
more  than  $500,000  or  where  such  cost  is 
less  than  $500,000  and  a  personal 
indemnity  agreement  is  not  executed, 
the  assurance  shall  be  in  the  form  of 
corporate  surety  bonds  for  payment  and 
performance,  each  in  the  minimum 
amount  of  25  percent  of  the  construction 
contract,  or  a  completion  assurance 
agreement  secured  by  a  cash  deposit  in 
the  minimum  amount  of  15  percent  of 
the  amount  of  the  construction  contract. 

(3)  All  types  of  assurance  of 
completion  shall  be  on  forms  approved 
by  the  Commissioner.  Any  surety 
company  executing  a  bond  and  any 
party  executing  a  personal  indemnity 
agreement  must  be  satisfactory  to  the 
Commissioner. 

(4)  A  mortgagee  may  prescribe  more 
stringent  requirements  for  assurance  of 
completion  than  the  minimum 
requirements  of  this  section. 

(b)  The  lender  may  accept,  in  lieu  of  a 
cash  deposit  required  by  paragraph  (a) 
of  this  section,  an  unconditional 
irrevocable  letter  of  credit  issued  to  the 
lender  by  a  banking  institution.  In  the 
event  a  demand  under  the  letter  of 
credit  is  not  immediately  met,  the  lender 
shall  forthwith  provide  cash  equivalent 
to  the  undrawn  balance  thereunder. 

§  24 1 .6 1 5  Certification  of  cost 
requirements. 

(a)  Certification  agreement  The 
lender  shall  submit  with  the  application 
an  agreement  on  a  form  prescribed  by 
the  Commissioner  and  executed  by  the 
borrower  and  the  lender. 

(b)  Certificate  and  adjustment  No 
loan  shall  be  insured  unless: 

(1)  A  certification  of  actual  cost  is 
made  by  the  contractor  in  cases  in 
which  a  cost  plus  form  of  contract  is 
used;  and 

(2)  The  amount  of  the  loan  is  adjusted 
to  reflect  the  actual  cost  to  the  borrower 
of  the  improvements  when  either  a  cost 
plus  or  lump  sum  form  or  contract  is 
used. 

(c)  Cost  computation.  The  term 
“actual  cost  of  the  improvements”  shall 
mean  the  cost  to  the  borrower  of  the 
improvements,  after  deducting  the 
amount  of  any  kickbacks,  rebates  or 
trade  discount  received  in  connection 
with  the  improvements,  and  including 
the  amounts  paid  under  any  contract  for 
the  improvements,  labor,  materials,  and 
for  any  other  items  of  expenses 
approved  by  the  Commissioner. 

(d)  Statement  of  facts.  Any  agreement, 
undertaking,  statement  or  certification 
required  in  connection  with  cost 
certification  shall  specifically  state  that 
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it  has  been  made,  presented  and 
delivered  for  the  purpose  of  influencing 
an  official  action  of  the  Commissioner 
and  may  be  relied  upon  as  a  true 
statement  of  the  facts  contained  therein. 

(e)  Incontestability.  Upon  the 
Commissioner's  approval  of  the  cost 
certification,  such  certification  shall  be 
final  and  incontestable  except  for  fraud 
or  material  misrepresentation  on  the 
part  of  the  bprrower. 

(f)  Records.  The  borrower  shall  keep 
and  maintain  adequate  records  of  all 
costs  of  any  construction  improvements 
or  other  cost  items  not  representing 
work  under  the  general  contract  and 
shall  require  the  contractor  to  keep 
similar  records  and,  upon  request  by  the 
Commissioner,  both  shall  make 
available  for  examination  such  records, 
including  any  collateral  agreements. 

(g)  Certificate  of  public  accountant. 
Where  required  by  the  Commissioner, 
each  certificate  of  actual  cost  shall  be 
supported  by  a  certificate  as  to  accuracy 
by  an  independent  Certified  Public 
Accountant  or  independent  public 
accountant  licensed  by  a  regulatory 
authority  of  a  State  or  other  political 
subdivision  of  the  United  States  on  or 
prior  to  December  31, 1970,  which  shall 
include  a  statement  that  the  accounts, 
records  and  supporting  documents  have 
been  examined  in  accordance  with 
generally  accepted  auditing  standards  to 
the  extent  deemed  necessary  to  verify 
the  actual  costs. 

Eligible  Borrowers 

§  241.625  Eligible  borrowers. 

In  order  to  be  eligible  as  a  borrower 
under  this  subpart,  the  applicant  shall 
be  a  profit,  limited  distribution, 
nonprofit,  or  cooperative  owner  of  a 
multifamily  housing  project  which  is  not 
covered  by  a  mortgage  insured  or  held 
by  the  Secretary  and  which  the 
Commissioner  has  determined  to  be  an 
acceptable  risk  in  that  energy 
conservation  or  solar  energy  benefits  to 
be  derived  outweigh  the  risks  of 
possible  loss  of  the  Federal  Government. 

Special  Requirements 

§  241.630  Maximum  insurance  against 
loss. 

A  loan  insured  under  this  subpart 
shall  be  insured  for  90  percent  of  any 
loss  incurred  by  the  person  holding  the 
note  for  the  loan. 

§  241.635  Regulatory,  agreement. 

Any  borrower  obligated  on  the  note 
for  any  loan  insured  under  this  subpart 
shall  be  regulated  or  restricted  in  a 
manner  and  on  a  form  prescribed  by  the 
Secretary  as  to  rents  or  sales,  charges, 
capital  structure,  rate  of  return  and 


methods  of  operation  of  the  multifamily 
project  to  such  an  extent  and  in  such 
manner  as  to  provide  reasonable  rental 
to  tenants  and  a  reasonable  return  on 
the  investment  until  the  termination  of 
all  obligations  of  the  Secretary  under  the 
contract  of  insurance. 

§  241.640  Discrimination  prohibited. 

Any  contract  or  subcontract  executed  ' 
for  the  installation  of  equipment,  or 
construction  of  improvements  to  the 
project  shall  provide  that  there  shall  be 
no  discrimination  against  any  employee 
or  applicant  for  employment  because  of 
sex,  religion,  race,  color,  creed  or 
national  origin. 

§  241.645  Labor  standards  and  prevailing 
wage  requirements. 

(a)  Any  contract,  subcontract,  or 
building  loan  agreement  executed  for 
the  performance  of  construction  of  the 
project  shall  comply  with  all  applicable 
labor  standards  and  provisions  of  the 
regulations  of  the  Secretary  of  Labor  set 
forth  in  §  §  5.1-5.12  of  Title  29. 

(b)  No  construction  contract  shall  be 
entered  into  with  a  general  contractor  or 
any  subcontractor  if  such  contractor  or 
any  such  subcontractor  or  any  firm, 
corporation,  partnership  or  association 
in  which  such  contractor  or 
subcontractor  has  a  substantial  interest 
is  included  on  the  ineligible  list  of 
contractors  or  subcontractors 
established  and  maintained  by  the 
Comptroller  General,  pursuant  to 

§  5.6(b)  of  Title  29. 

(c)  No  advance  under  the  mortgage 
shall  be  eligible  for  insurance  after 
notification  from  the  Commissioner  that 
the  general  contractor  or  any 
subcontractor  or  any  firm,  corporation, 
partnership  or  association  in  which  such 
contractor  or  subcontractor  has  a 
substantial  interest,  was  on  the  date  the 
contract  or  subcontract  was  executed, 
on  the  ineligible  list  established  by  the 
Comptroller  General,  pursuant  to  the 
provision  of  the  Secretary  of  Labor  set 
forth  in  §§  5.1-5.12  of  Title  29. 

(d)  No  advance  under  any  mortgage 
shall  be  eligible  for  insurance  unless 
there  is  filed  with  the  application  of 
such  advance  a  certificate  or  certificates 
in  the  form  required  by  the 
Commissioner,  supported  by  such  other 
information  as  the  Commissioner  may 
prescribe,  certifying  that  the  laborers 
and  mechanics  employed  in  the 
construction  of  the  dwelling  or 
dwellings,  or  housing  project  involved, 
have  been  paid  not  less  than  the  wage 
prevailing  in  the  locality  in  which  the 
work  was  performed  for  the 
corresponding  classes  of  laborers  and 
mechanics  employed  on  construction  of 
a  similar  character,  as  determined  by 


the  Secretary  of  Labor  prior  to  beginning 
of  construction  and  after  the  date  of 
filing  of  the  application  for  insurance. 

(e)  Compliance  with  the  provisions  of 
this  subsection  shall  be  evidenced  at 
such  time  and  in  such  manner  as  the 
Commissioner  may  prescribe. 

Subpart  D — Contract  Rights  and 
Obligations— Multifamily  Projects 
Without  a  HUD>lnsured  or  HUD-Held 
Mortgage 

§241.800  Definitions. 

All  of  the  definitions  contained  in 
§  241.500  shall  apply  to  this  subpart.  In 
addition,  as  used  in  this  subpart,  the 
following  terms  shall  have  the  meaning 
indicated: 

(a)  “Contract  of  insurance”  means  the 
agreement  evidenced  by  the 
endorsement  of  the  Commissioner  upon 
the  note  given  in  connection  with  an 
insured  loan  and  includes  the  provisions 
of  this  subpart  and  the  applicable 
provisions  of  the  Act. 

(b)  “Maturity”  means  the  date  on 
which  the  loan  indebtedness  would  be 
extinguished  if  paid  in  accordance  with 
periodic  payments  provided  for  in  the 
loan. 

Premiums 

§  241.805  Insurance  premiums. 

(a)  First  premium.  The  lender,  upon 
the  endorsement  of  the  loan  for 
insurance,  shall  pay  to  the 
Commissioner  a  first  loan  insurance 
premium  equal  to  one  percent  of  the 
original  face  amount  of  the  note. 

(b)  Second  premium.  The  lender,  on 
the  date  of  the  first  principal  payment, 
shall  pay  a  second  premium  equal  to 
one  percent  of  the  average  outstanding 
principal  obligation  of  the  loan  for  the 
year  following  such  first  principal 
payment  date  which  shall  be  adjusted 
as  of  that  date  so  that  the  aggregate  of 
the  first  and  second  premiums  shall 
equal  the  sum  of  one  percent  per  annum 
of  the  average  outstanding  principal 
obligation  of  the  loan  for  the  period  fi'om 
the  date  of  the  insurance  endorsement 
to  one  year  following  the  date  of  the  first 
principal  payment. 

(c)  Annual  insurance  premium.  Until 
the  note  is  paid  in  full,  or  until  the  loan 
is  assigned  to  the  Commissioner,  or  until 
the  contract  of  insurance  is  otherwise 
terminated  with  the  consent  of  the 
Commissioner,  the  lender,  on  each 
anniversary  of  the  date  of  the  first 
principal  payment  shall  pay  an  annual 
loan  insurance  premium  equal  to  one 
percent  of  the  average  outstanding 
principal  obligation  of  the  loan  for  the 
year  following  the  date  on  which  such 
premium  becomes  payable. 
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(d)  Method  of  premium  payment. 
Premiums  shall  be  payable  in  cash  or  in 
debentures  of  the  General  Insurance 
Fund  at  par  plus  accrued  interest.  All 
premiums  are  payable  in  advance  and 
no  refund  can  be  made  of  any  portion 
thereof  except  as  provided  in  this  part. 

(e)  Calculation  of  premiums.  The 
premiums  payable  on  and  after  the  date 
of  the  first  principal  payment  shall  be 
calculated  in  accordance  with  the 
amortization  provisions  without  taking 
into  account  delinquent  payments  or 
prepayments. 

§  241.805a  Mortgage's  late  charge. 

Mortgage  insurance  premiums  which 
are  paid  to  the  Commissioner  more  than 
15  days  after  the  billing  date  or  due 
date,  whichever  is  later,  shall  include  a 
late  charge  of  4  percent  of  the  amount  of 
the  payment  due,  except  that  no  late 
charge  shall  be  required  with  respect  to 
any  case  for  which  HUD  fails  to  render 
a  proper  billing  to  the  mortgagee. 

§  24 1 .8 1 5  Termination  of  insurance. 

(a)  Prepayment  in  full.  The  contract  of 
insurance  shall  be  terminated  if  the  loan 
is  paid  in  full  prior  to  its  maturity. 

Notice  of  the  prepayment  shall  be  given 
to  the  Commissioner,  on  a  form 
prescribed  by  the  Commissioner,  within 
30  days  from  the  date  of  the 
prepayment.  The  insurance  termination 
shall  become  effective  as  of  the  date  of 
the  prepayment,  or  30  days  prior  to  the 
Commissioner's  receipt  of  the 
prepayment  notice,  whichever  is  later. 

(b)  Voluntary  termination.  The 
contract  of  insurance  shall  be 
voluntarily  terminated  upon  receipt  by 
the  Commissioner  of  a  written  request, 
on  a  form  prescribed  by  the 
Commissioner,  by  the  borrower  and  the 
lender  for  such  termination, 
accompanied  by  a  submission  of  the 
original  credit  instrument  for 
cancellation  of  the  insurance 
endorsement  and  the  remittance  of  all 
sums  to  which  the  Commissioner  is 
entitled.  The  termination  shall  become 
effective  as  of  the  date  these 
requirements  are  met. 

§  241.825  Pro  rata  refund  of  insurance 
premium. 

Upon  termination  of  a  loan  insurance 
contract  by  a  payment  in  full  or  by  a 
voluntary  termination,  the 
Commissioner  shall  refund  to  the  lender 
for  the  account  of  the  borrower  an 
amount  equal  to  the  pro  rata  portion  of 
the  current  annual  loan  insurance 
premium  theretofore  paid  which  is 
applicable  to  the  portion  of  the  year 
subsequent  to  the  effective  date  of  the 
termination. 


45,  No.  170  /  Friday,  August  29,  1980 


Rights  and  Duties  of  Lender  Under  the 
Contract  of  Insurance 

§  24 1 .830  Definition  of  default. 

(a)  If  the  borrower  fails  to  make  any 
payments  due  under  or  provided  to  be 
paid  by  the  terms  of  the  note  or  security 
instrument,  the  note  shall  be  considered 
in  default  for  the  purposes  of  this 
subpart. 

(b)  The  failure  to  perform  any  other 
covenant  under  the  note  or  security 
instrument  shall  be  considered  a  default: 
Provided,  The  lender,  because  of  such 
default,  has  exercised  its  rights  under 
the  note  or  security  instrument  and 
accelerated  the  debt. 

(c)  The  failure  to  make  any  payment 
or  to  perform  any  covenant  under  the 
first  conventional  note  and  mortgage  by 
reason  of  which  the  holder  thereof 
declares  a  default  as  evidenced  by 
formal  written  declaration  of  said 
default  to  the  Commissioner  and  the 
lender  by  the  holder  of  the  first  note  and 
mortgage,  shall  be  considered  a  default 
under  the  insured  loan. 

(d)  If  such  defaults  as  defined  in 
paragraphs  (a),  (b),  and  (c)  of  this 
section  continue  for  a  period  of  30  days, 
the  lender  shall  be  entitled  to  receive 
the  benefits  of  insurance  hereinafter 
provided. 

§  241.840  Date  of  default 

In  computing  loan  insurance  benefits, 
the  date  of  default  shall  be  considered 
as: 

(a)  The  date  of  the  lender's 
acceleration  of  the  debt  because  of  the 
borrower’s  uncorrected  failure  to 
perform  a  covenant  or  obligation  under 
the  note  or  security  instrument;  or 

(b)  The  date  of  the  first  failure  to 
make  a  monthly  payment  which 
subsequent  payments  by  the  borrower 
are  insufficient  to  cover  when  applied  to 
the  overdue  monthly  payments  in  the 
order  in  which  they  become  due. 

(c)  The  date  of  the  lender’s 
acceleration  of  the  debt  because  of  the 
borrower’s  default  under  the  first 
conventional  note  and  mortgage. 

§  241.850  Notice  of  default. 

(a)  If  the  default  is  not  cured  within 
the  30  day  grace  period,  as  defined  in 

§  241.S30[d],  the  lender  shall,  within  30 
days  thereafter,  notify  the  Commissioner 
in  writing  of  such  default. 

(b)  The  lender  shall  give  notice  in 
writing  to  the  Commissioner  of  the 
failure  of  the  borrower  to  comply  with 
any  covenant  or  obligation  under  the 
security  instrument  or  note  regardless  of 
the  fact  that  the  lender  may  not  have 
elected  to  accelerate  the  debt. 
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§  241.860  Commissioner’s  right  to  require 
acceleration. 

Upon  receipt  of  notice  of  the  failure  of 
the  borrower  to  comply  with  any 
covenant  or  obligation  under  the 
security  instrument  or  note,  or  under  the 
conventional  note  and  mortgage,  the 
Commissioner  may  require  the  lender  to 
accelerate  payment  of  the  outstanding 
principal  balance  due. 

§  241.865  Election  by  the  lender. 

Where  a  real  estate  mortgage,  or  other 
security  instrument  has  been  used  to 
secure  the  payment  of  a  loan  made 
under  the  provisions  of  this  subpart  and 
Subpart  C  of  this  part,  the  lender  may 
either  elect  to  assign  the  loan  to  the 
Commissioner  in  exchange  for  the 
payment  of  insurance  benefits  or  may 
exercise  its  rights  under  the  note  and 
security  instrument  in  lieu  of  making  a 
claim  for  insurance  benefits.  If  the 
lender  elects  the  latter  course,  the 
Commissioner  shall  be  so  notified  and 
the  contract  of  insurance  shall  be 
deemed  terminated  upon  the  date  of 
receipt  of  such  notification. 

§  241.875  Maximum  claim  period. 

Notice  of  intention  to  file  claim  on  a 
form  prescribed  by  the  Commissioner 
shall  be  filed  within  45  days  after  the 
lender  becomes  eligible  for  the  benefits 
of  the  loan  insurance,  or  within  such 
later  time  as  may  be  agreed  upon  by  the 
Commissioner  in  writing. 

§  241.880  Items  to  be  delivered  on 
submitting  claim. 

Within  30  days  after  the  filing  of  the 
notice  of  intention  to  assign  the  loan  to 
the  Commissioner,  or  within  such 
further  period  as  may  be  agreed  upon  by 
the  Commissioner  in  writing,  the  lender 
shall  deliver  to  the  Commissioner. 

(a)  The  fiscal  data  pertaining  to  the 
loan  transactions; 

(b)  Receipts  covering  all 
disbursements  as  required  by  the  fiscal 
data  form; 

(c)  The  original  note  and  any  security 
instrument  or  instruments  which  shall 
be  assigned  to  the  Commissioner 
without  recourse  or  warranty,  except 
that  the  lender  must  warrant  that  no  act 
or  omission  of  the  lender  has  impaired 
the  validity  and  priority  of  such  security 
instrument  or  instruments  that  the 
security  instrument  or  instruments  are 
prior  to  all  mechanics’  and 
materialmen’s  liens  filed  of  record 
subsequent  to  the  recording  of  such 
security  instrument  or  instruments 
regardless  of  whether  such  liens 
attached  prior  to  such  recording  date, 
and  prior  to  all  liens  and  encumbrances 
which  may  have  attached  or  defects 
which  may  have  arisen  subsequent  to 
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the  recording  of  such  security 
instrument  or  instruments,  except  such 
liens  or  other  matters  as  may  be 
approved  by  the  Commissioner,  that  the 
amount  stated  in  the  instrument  of 
assignment  is  actually  due  and  owing 
under  the  security  instrument  or 
instruments,  that  there  are  no  offsets  or 
counterclaims  thereto,  and  that  the 
lender  has  a  good  right  to  assign  such 
note  and  security  instrument  or 
instruments; 

(d)  The  assignment  to  the 
Commissions  of  all  rights  and  interests 
arising  under  the  note  and  security 
instrument  or  instruments  so  in  default 
and  all  claims  of  the  lender  against  the 
borrower  or  others  arising  out  of  the 
loan  transaction; 

(e)  All  policies  of  title  or  other 
insurance  or  surety  bonds,  or  other 
guarantees  and  any  and  all  claims 
thereunder;  including  evidence 
satisfactory  to  the  Commissioner  that 
the  original  title  coverage  has  been 
extended  to  include  the  assignment  of 
the  note  and  security  instrument  or 
instruments  to  the  Commissioner; 

(f)  All  records,  ledger  cards, 
documents,  books,  papers  and  accounts 
relating  to  the  loan  transaction; 

(g)  Any  additional  information  or 
data  which  the  Commissioner  may 
require; 

(h)  The  following  cash  items,  held  in 
connection  with  the  loan  insured  under 
this  subpart,  shall  either  be  retained  by 
the  lender  or  delivered  to  the 
Commissioner  at  the  time  the  insurance 
claim  is  filed. 

(1)  Any  cash  held  by  the  lender  or  its 
agents  or  to  which  it  is  entitled  including 
deposits  made  for  the  account  of  the 
borrower  and  which  have  not  been 
applied  in  reduction  of  the  principal  the 
loan  indebtedness. 

(2)  All  funds  held  by  the  lender  for 
the  account  of  the  borrower  received 
pursuant  to  any  other  agreement. 

(i)  On  the  date  the  assignment  of  the 
note  and  security  instrument  or 
instruments  are  filed  for  record,  the 
lender  shall  notify  the  Commissioner 
and  the  Office  of  Finance  and 
Accounting  by  telegram  of  such 
recordation. 

§  241.885  Insurance  benefits. 

(a)  Method  of  payment.  Payment  of 
claims  shall  be  made  in  the  following 
manner: 

(1)  Payment  in  cash.  Unless  a  written 
request  for  payment  in  debentures  is 
filed  with  the  application,  payment  shall 
be  made  in  cash. 

(2)  Optional  payment  in  debentures. 
Payment  shall  be  made  in  debentures 
upon  the  filing  of  a  written  request  for 
same  with  the  application. 


(b)  Amount  of  payment.  Upon 
acceptable  assignment  of  the  note  and 
security  instrument  to  the 
Commissioner,  the  insurance  benefits 
shall  be  paid  in  an  amount  equal  to  90 
percent  of  the  amount  determined  as 
follows: 

(1)  By  adding  to  the  unpaid  principal 
amount  of  the  loan,  computed  as  of  the 
date  of  default,  the  following  items: 

(1)  Any  accrued  interest  due  as  of  the 
date  of  execution  of  the  assignment  of 
the  loan  to  the  Commissioner. 

(ii)  Any  advances  approved  by  the 
Commissioner  made  previously  by  the 
lender  under  the  (U'ovisions  of  the  note 
or  security  instrument  or  instruments. 

(iii)  Reimbursements  for  such 
reasonable  collection  costs,  court  costs, 
and  attorney's  fees  as  may  be  approved 
by  the  Commissioner. 

(iv)  Any  loan  insurance  premiums 
paid  after  default. 

(v)  If  payment  is  made  in  cash,  an 
amount  equivalent  to  the  debenture 
interest  which  would  have  been  earned 
thereon,  as  of  the  date  such  cash 
payment  is  made,  except  when  the 
lender  fails  to  meet  any  one  of  the 
applicable  requirements  of  §§241.650, 
241.875,  and  241.680,  within  the  specified 
time  and  in  a  manner  satisfactory  to  the 
Commissioner  (or  within  such  further 
time  as  the  Commissioner  may  approve 
in  writing],  the  interest  allowance  in 
such  cash  payment  shall  be  computed 
only  to  the  date  on  which  the  particular 
required  action  should  have  been  taken 
or  to  which  it  was  extended. 

(2]  By  deducting  from  the  total  of  the 
items  computed  under  paragraph  (b)(1) 
of  this  section  the  following  items; 

(i)  Any  amount  received  by  the  lender 
on  account  of  the  loan  after  the  date  of 
default. 

(ii)  Any  net  income  received  by  the 
lender  from  the  property  covered  by  the 
note  or  security  instrument  and  not 
applied  to  prior  debts  held  by  the  lender. 

(iii)  The  sum  of  the  cash  items 
retained  by  the  lender  pursuant  to 
§§  241.880(h)  (1)  and  (2). 

§  241.890  Characteristics  of  debentures. 

Debentures  issued  in  settlement  of 
insurance  claims  under  this  subpart 
shall  have  the  same  characteristics  and 
the  same  requirements  for  registration 
and  redemption  as  those  issued 
pursuant  to  Subpart  B  of  this  part  except 
that  debentures  shall  bear  interest  at  the 
rate  in  effect  as  of  the  date  the 
commitment  was  issued,  or  as  of  the 
date  the  loan  was  first  endorsed  for 
insurance,  whichever  rate  is  higher,  and 
shall  mature  10  years  from  the  date  of 
issue  which  date  shall  be  the  date  of 
execution  of  the  assignment  of  the  loan 
to  the  Commissioner. 


§  241.893  Cash  adjustment 

Any  difference  of  less  than  $50 
between  the  amount  of  debentures  to  be 
issued  to  the  lender  and  the  total 
amount  of  the  lender’s  claim,  as 
approved  by  the  Commissioner,  shall  be 
adjusted  by  the  issuance  of  a  check  in 
payment  thereof. 

Assignments 

§  241.895  Assignment  of  insured  loans. 

(a)  An  insured  loan  may  be 
transferred  only  to  a  transferee  who  is  a 
lender  approved  by  the  Commissioner. 
Upon  such  transfer  and  the  assumption 
by  the  transferee  of  all  obligations  under 
the  contract  of  insurance  the  transferor 
shall  be  released  b'om  its  obligations 
under  the  contract  of  insurance. 

(b)  The  contract  of  insurance  shall 
terminate  with  respect  to  loans 
described  in  paragraph  (a)  of  this 
section  upon  the  happening  of  either  of 
the  following  events: 

(1)  The  transfer  or  pledge  of  die 
insured  loan  to  any  person,  firm  or 
corporation,  public  or  private,  other  than 
an  approved  lender. 

(2)  The  disposal  by  a  lender  of  any 
partial  interest  in  the  insured  loan  to 
other  than  an  approved  lender. 

Extension  of  Time 

§  241.897  Actions  to  be  taken  by  lender. 

With  respect  to  any  action  required  of 
the  lender  within  a  period  of  time 
prescribed  by  this  subpart,  the 
Commissioner  may  extend  such  period. 

Rights  in  Housing  Fund 

§  241.900  No  vested  light  in  fund. 

Neither  the  lender  nor  the  borrower 
shall  have  any  vested  or  other  right  in 
the  General  Insurance  Fund. 

§  241.905  Effect  of  amendments. 

The  regulations  in  this  subpart  may  be 
amended  by  the  Commissioner  at  any 
time  and  from  time  to  time  in  whole  or 
in  part,  but  such  amendment  shall  not 
adversely  affect  the  interests  of  a  lender 
under  the  contract  of  insurance  on  any 
loan  already  insured  and  shall  not 
adversely  affect  the  interests  of  a  lender 
on  any  loan  to  be  insured  on  which  the 
Commissioner  has  made  a  commitment 
to  insure. 

(Sec.  311(b).  Pub.  L  95-557;  sec.  247.  Pub.  L. 
95-619;  sec.  211,  National  Housing  Act,  as 
amended,  (12  U.S.C.  1715b)) 

Issued  at  Washington,  D.C.  August  21. 1980. 
Lawrence  B.  Simons, 

Assistant  Secretary  for  Housing — Federal 
Housing  Commissioner. 

[FR  Doc.  80-26498  Filed  8-2B-80;  8;4.S  ain| 
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DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT 

Office  of  Assistant  Secretary  for 
Housing— Federal  Housing 
Commissioner 

[Docket  No.  N-80-998] 

Housing  Programs— Administrative 
Actions  Implementing  Executive  Order 
12185 

agency:  Department  of  Housing  and 
Urban  Development  (HUD). 

ACTION:  General  Notice — listings  of 
administrative  measures  implementing 
Executive  Order  12185. 

summary:  by  publishing  this  Notice, 

HUD  is  renotifying  the  public  of  the 
significant  non-regulatory 
administrative  measures  that  it  will  take 
for  housing  programs  administered  by 
the  undersigned,  in  order  to  implement 
Executive  Order  12185.  HUD  is  also 
explaining  why  certain  regulations  and 
guidelines  implementing  this  Executive 
Order  that  were  published  in  the  Federal 
Register  on  May  7, 1980,  do  not  appear 
as  final  rules  today. 

FOR  FURTHER  INFORMATION  CONTACT: 
Michael  Wells,  Office  of  Policy  and 
Budget,  Housing,  Department  of  Housing 
and  Urban  Development,  451  7th  Street, 
SW.,  Washington,  D.C.,  20410,  (202)  755- 
6454  (This  is  not  a  toll-free  number). 
SUPPLEMENTARY  INFORMATION:  In 
accordance  with  Section  102(b)  of  the 
Powerplant  and  Industrial  Fuel  Use  Act 
of  1978  (Pub.  L.  95-620)  and  Executive 
Order  12185,  the  Assistant  Secretary  for 
Housing  is  about  to  issue  the  following 
administrative  notices  and  memoranda 
to  the  HUD  Field  Offices  and  to  the 
recipients  under  the  housing  programs  of 
the  Office  of  Housing. 

1.  HUD  will  revise  and  supplement  the 
underwriting  criteria  for  new 
multifamily  developments  so  they 
include:  (a)  An  engineering  analysis 
which  will  function  to  encourage  the 
latest  cost-effective  energy  conserving 
features;  (b)  analysis  of  site  location 
with  regards  to  transportation  energy 
use;  (c)  consideration  of  solar 
orientation  of  structures;  and  (d) 
consideration  of  whether  the  site  and 
structure(s)  are  planned  to  encourage 
the  greatest  amount  of  energy 
conservation. 

2.  HUD  will  request  energy  audits  of: 

(a)  Subsidized  insured  housing  projects; 

(b)  unsubsidized  insured  housing 
projects;  and  (c)  HUD-owned  or 
mortgage  held  projects. 

3.  HUD  appraisal  and  valuation 
procedures  will  place  greater  emphasis 


on  the  trade-off  between  energy 
conserving  capital  costs  and  subsequent 
operating  expenses  in  underwriting 
single  and  multifamily  housing. 

4.  HUD  will  develop  procedures  and 
materials  to  encourage  and  finance  the 
addition  of  energy  conserving  features 
to  existing  single  family  homes  upon 
transfer. 

5.  HUD  will  reemphasize  and  clarify 
its  requirement  for  an  energy  audit  on 
each  subsidized  insured  housing  project 
applying  for  flexible  subsidy. 

In  accordance  with  the  same 
legislation  and  Executive  Order,  the 
Assistant  Secretary  for  Housing  recently 
issued  the  following  administrative 
notices  to  the  HUD  field  offices  and  to 
the  recipients  under  the  housing 
programs  of  the  Office  of  Housing. 

1.  HUD  is  encouraging  single  family 
developers  to  include  passive  and  active 
solar  energy  and  energy  conservation 
measures  when  planning  sites  and 
buildings. 

2.  HUD  is  encouraging  the 
development  of  projects  (Section  8, 

-  HUD-insured)  which  use  solar  energy 
systems  and  provide  the  maximum 
permissible  mortgage  amounts  and 
financial  assistance  to  accommodate 
such  systems. 

On  May  7, 1980  HUD  had  published  in 
the  Federal  Register  (45  FR'30346),  a  rule 
entitled  “PHA-Owned  Projects — Project 
Management — Utilities.”  This  regulation 
is  not  being  republished  because  it  was 
published  as  a  final  rule  on  May  7. 

In  accordance  with  the  same 
legislation  and  Executive  Order,  HUD 
on  the  same  date  had  published  in  the 
Federal  Register  (45  FR  30349),  an 
interim  rule  entitled  “Modernization 
Program — PHA-Owned  Projects; 
Comprehensive  Modernization;  Interim 
Rule",  HUD  does  not  intend  to  publish 
this  regulation  in  final  rule  form  until 
next  year.  Since  HUD  has  not  received 
any  substantive  comments  on  the 
interim  rule,  it  is  not  necessary  to  make 
substantive  changes  in  it.  Because  HUD 
is  working  on  substantial  changes  in  the 
Comprehensive  Modernization  effort  of 
the  Public  Housing  Modernization 
Program  that  will  take  effect  in  Fiscal 
Year  1981,  preparing  a  final  rule  as  a 
formality  at  this  time  would  be  difficult 
and  would  little  benefit  the  public  and 
the  program  recipients. 

In  accordance  with  the  same 
legislation  and  Executive  Order,  HUD 
on  the  same  date  had  published  in  the 
Federal  Register  (45  FR  30360)  guidelines 
entitled  "Modernization  Program — PHA- 
Owned  Projects;  Announcement  of 
Proposal  To  Set  Aside  Fiscal  Year  1980 
Modernization  Funds  for  Testing  Energy 
Conservation  Measures.”  These 
guidelines  are  not  being  republished 


because  they  were  published  as  a 
notice. 

Some  of  the  above  notices, 
memoranda  and  rules  also  apply  to  the 
Office  of  Housing’s  public  facilities 
programs. 

This  general  notice  was  also 
published  originally  in  the  Federal 
Register  (45  FR  30360)  on  May  7.  We  are 
republishing  it  now  it  order  to  give  an 
update  on  the  above  regulations  and 
guidelines  of  the  Office  of  Housing  at 
the  same  time  that  the  regulation 
described  above  is  published  as  a  final 
rule. 

(Sec.  7(d),  Department  of  Housing  and  Urban 
Development  Act  (42  U.S.C.  3535(d]] 

Issued  at  Washington,  D.C.,  on  August  21, 
1980. 

Lawrence  B.  Simons, 

Assistant  Secretary  far  Housing — Federal 
Housing  Commissioner. 
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